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Pay As You Earn 







The following are extracts from the Report of the Joint Committee 
“appointed to inquire into the advisability of basing the liability for income 
tax for each financial year on the income of that year, or of adopting any 
other method of avoiding the hardship which may arise under the present 
system of basing the liability for income tax for each financial year on the 
income of the previous year.” 

The committee commenced by pointing out that under the present system 
of taxation Commonwealth income tax is based on the income of the previous 

ear, and not on the income of the current year, out of which it is, in most 
instances paid. In the case of an employee, although deduction is made from 
each payment of salary or wages, the deductions are applied in payment of 
the tax on the salary or wages earned in the previous year. In the case of 
a non-employee, tax based on the income of the previous year is payable in , 
one lump sum during the current year. In either case, if the taxpayer’s 
income ceases or is reduced by death, retirement or other cause, payment of 
tax on the higher income of the previous year may become, under present 
+high rates of taxation, a serious financial burden. 

The committee then gave an outline of the methods of pay-as-you-earn 
taxation adopted in the United States of America, Canada and the United 
Kingdom. 

The following plans were considered and rejected by the committee: (a) 
Reduced income relief plan; (b) Optional wages tax plan; and (c) Instal- 
ment plan for non-employees. These are discussed in paragraphs 15 to 30 
of the report. 

The report then proceeds to deal with the plan recommended by the 
committee. The committee recommended that its proposed plan be applied 
to income derived from July 1, 1944. The following are extracts from the 


report : 
























EMPLOYEES 
“36. The plan recommended for employees is as follows: 

(a) Tax will be collected at current rates on income of the current year 
by deductions at the source from salary and wages. 

(b) Every employer employing ten or more persons will be required 
to form a group and make deductions from salary and wages in cash 
instead of stamps. Other employers will be permitted to form 
groups if they so desire. 

(c) The use of stamps will be restricted to employees of employers not 
registered under groups. 

(d) Returns will be lodged and assessments issued after the close of the 

income year, in order that the amount of tax payable can be finally 
determined. 
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(e) Group certificates or stamps representing deductions made to the 
end of the year of income will be applied in payment of the tax as 
assessed, any deficiency being met in cash, and any excess refunded. 


(f) Any stamps presented in respect of the period from the end of the 
year of income to the date of their presentation with the assessment 
will be exchanged for an interim stamps receipt, pending application 
in payment of tax on receipt of the assessment to be issued in the 
following year. 


Present Deduction System 

37. At the present time, deductions are made from employees either by 
cash under a group scheme or by stamps. The total deductions made from 
an employee up to any date may be represented either by a group certificate 
issued by the employer or by stamps accumulated by the employee from each 
pay. 
38. Deductions are made from employees over the period extending from 
the Ist April of one year to the 31st March of the next year. This will be 
referred to in this report as the deduction year. Deductions up to the 31st 
March, i.e., the end of the deduction year, are applied to meet the tax assessed 
on the income of the year ending the previous 30th June. 

39. If the assessment in respect of that income year is received prior to the 
31st March following, the employee may use all deductions up to the end of 
the deduction year to meet the assessment. If the deductions are inadequate, 
the balance must be paid in cash. If the deductions are more than sufficient 
to meet the assessment, any balance is refundable, and an exemption from 
further deductions is given until the end of the deduction year. 

40. If the assessment is received after the 3lst March, only deductions 
made up to the 3lst March may be applied to meet it. If these deductions 
are deficient, the balance must be made up in cash, whilst if the deductions 
up to the 3lst March are greater than the tax assessed the excess is refundable. 
Even if, at the time the employee receives the assessment, he has to his 
credit deductions made after the end of the deduction year, these deductions 
cannot, in general, be applied towards meeting that tax. The deductions for 
the period from the 3lst March to the date of the assessment, i.e., in the 
new deduction year, are retained by the department and are held to meet the 
following year’s tax. Meanwhile, the employee is issued with a certificate 
of credit for deductions held in this way, on which interest at 2 per cent. is 
allowed. 

Adaptation to Proposed Plan 

41. The committee considered whether the deduction year ending on the 
31st March could be continued under the proposed plan. If this were done, 
the deductions made during the deduction year commencing on the Ist April 
would be applied to meet the tax assessed on the income of the year com- 
mencing on the following Ist July. Thus the deductions made from the Ist 
April, 1944, to the 3lst March, 1945, would be applied to meet the tax 
assessed on the income of the year, lst July, 1944, to 30th June, 1945. 

42. The committee felt that the deduction year should conform exactly 
with the income year under any plan whereby current tax would be assessed 
on the current year’s income. If the deduction year commenced on the Ist 
April, a wage-earner who entered employment on the Ist July would only 
have available nine months’ deductions from which to meet the tax on the 
income of the full year ending on the following 30th June. Moreover, the 
committec was of the opinion that a proposal which required an employee 
to commence paying tax three months before he commenced to earn the 
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income on which the tax was based could not be justified. It would also be 
a discrimination against employees as compared with non-employees. 

43. The committee, therefore, recommends that the deduction year be 
ont based on the year Ist July to 30th June. The deductions therefore will cover 
‘on the same period as the income year. Deductions made during the income year 
he will, in the great majority of cases, closely approximate the tax as finally 
assessed. Deductions made during the income year will be applied in payment 
of the tax finally assessed on the income of that year. 

44. Certificates of exemption from deductions will, in the majority of 
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by cases, no longer be issued, since it will not be known until the end of the 
om income year whether the taxpayer’s deductions are sufficient to meet the tax 
ate on the income of that year. 
ch Allocation of Deductions 
45. At the time the final assessment on the income of the previous year 
om is received, deductions will have been made from the taxpayer in respect of 
be the current income year. These deductions cannot, however, be applied in 
lst payment of the assessment applicable to the previous income year. It will be 
ed necessary, therefore, to allocate the deductions which have been made from 
the taxpayer up to the date of assessment between the previous and the 
he current income year. This allocation will be achieved automatically for 
of employees whose deductions are made under a group scheme, by providing 
te, that the employer should, in general, issue a group certificate showing only 
nt the deductions made up to the end of the previous income year. 
om 46. In the case of employees using stamps, however, allocation will be 
more difficult, as it will be necessary to identify the stamps issued in each 
ns income year and to exchange those issued in respect of the current income 
ns year for an interim stamps receipt. This interim stamps receipt will be 
ns retained by the employee and presented by him in part payment of the 
le. assessment for the current year. Each year it will be necessary for the 
nis department to issue a further interim stamps receipt for stamps presented by 
ns the employee which have been delivered to him after the end of the previous 
or income year. 
he 47. It is because of this difficulty in dealing with stamps under the plan, 
he and of other existing disadvantages, that the proposal is made that the use 
ite of stamps be restricted, and that all employers employing more than ten 
18 persons should be required to adopt the group scheme. 
48. As stated in paragraph 40, an employee at present receives 2 per cent. 
interest on deductions represented by a certificate of credit. It is considered 
he that no interest should be allowed on interim stamps receipts because they 
1e, merely represent deductions made currently during the year of income. 
* Earlier Issue of Assessments 
st 49. It should be noted that since, by the end of the income year, all the 
ax deductions available to meet the tax on that income will have been made, it 
will be possible for the department to start issuing assessments as soon as 
ly practicable after the receipt of the return. At present the issue of assessments 
ed is deferred as long as possible to give employees an opportunity to accumulate 
st sufficient deductions to meet the tax. 
ly 50. The position of the employee with income other than salary and 
he wages will be discussed after the position of the non-employee has been 
he @ dealt with. 
oe NON-EMPLOYEES 
he 51. Under the plan proposed for non-employees, tax for the current year 





will be based on the income of that year, and will be collected during the 
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income year by means of a provisional tax based on the income of the previous 
year. The provisional tax will be finally adjusted in the following year after 
the lodgment of return: showing the actual income derived. Thus in each 
year there will be an adjustment of the previous year’s provisional tax, 
together with provisional tax in respect of the income of the current year. 

52. The provisional tax plan will provide a basis for fixing the amount 
of tax to be paid each year, without the necessity for any self-assessment or 
lodgment of periodical instalment statements. The provisional tax plays 
much the same part for the non-employee as do the deductions made from 
the employee. In both cases, the amount paid during the year of income is 
a first approximation to the tax finally payable, and is adjusted in the 
following year by the issue of an assessment. 


Basis of Calculation of Provisional Tax 

53. Under the plan the provisional tax will be calculated at the rate of tax 
applicable to the current year, but on the taxable income of the previous year 
and subject to the rebates on the concessional allowances of the previous 
year. This will be so whether or not it is known at the time of assessment 
of provisional tax that the income or concessional allowances are different 
in the current year. Similarly, in the case of a primary producer, the average 
income applicable to the previous year will be adopted for the provisional tax 
of the current year. 

54. The result will be that unless there has been a change in rate, the 
provisional tax for the current year will be the same amount as the final tax 
for the previous year. This will be simple for the taxpayer to follow and 
will not involve a detailed explanation on the assessment notice. 

55. The calculation of provisional tax on amounts of taxable income and 
subject to concessional allowances different from those adopted in. the final 
assessment of the previous year would necessitate, in effect, two assessments 
each year. The department would be unable to undertake such additional 
work without a considerable increase in accommodation, staff and equipment, 
seeing that there are at present about 2,000,000 taxpayers, of whom 
approximately 25 per cent., or, say, 500,000, are non-employees. 


Variation of Provisional Tax 

56. In those cases where a final assessment of any year is amended for 
any reason with consequent variation of tax, the provisional tax included 
in that assessment will also be varied. 

57. In the event of a change of rates in any year, it will be necessary to 
take such change into account in fixing the amount of provisional tax to be 
assessed in that year. Thus the provisional tax will be different from the 
final tax of the previous year. 

58. With the present high rates of taxation, it is not likely that a change 
of rates would be effected by means of a simple percentage variation of 
existing rates. In order to avoid the necessity of making a complete double 
calculation in respect of each non-employee in the year of change—firstly, 
for the final tax of the previous year, and, secondly, for the provisional tax 
of the current year—it is considered that the approximate percentage of the 
variation in rates applicable to the particular amount of tax should be applied 
for purposes of provisional tax. As the provisional tax would be arbitrary, 
an approximate calculation should meet requirements where a change occurs 
in rates, seeing that the provisional tax will be subject to adjustment when 
the tax is finally assessed in the following year. 








tax 
ove 


incc 
pay 
dur 
be | 


in t 
in t 
mac 


dea 
asse 
the 


of a 


kno 
sucl 
the 
asse 
of t 
asse 
prov 


6; 
wou 








1944 THE AUSTRALIAN ACCOUNTANT 67 
Effect of Fluctuating Income 

59. Where the income of a non-employee remains steady, the provisional 

tax plan will result in the payment of a provisional amount of tax which 

will closely approximate the amount of tax as finally determined. However, 

many incomes are of a fluctuating nature, and it is necessary to give con- 
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nt sideration to the effect of such fluctuations. 

or 60. Where incomes rise, or concessional allowances decrease, the pro- 
ys visional tax for any year will be less than the tax finally assessable on the 
m income of that year. Thus there will always be a delay in payment of tax 
is in respect of rising incomes or decreasing concessional allowances. 

re 61. Conversely, where incomes fall, or concessional allowances increase, 


the provisional tax will be greater than the tax finally assessable on the 
income of the year. The taxpayer will thus have over-paid tax which will 
not be adjusted until the following year. 


x 62. To the extent that the provisional tax plan results in a delay in 
ir payment of taxation in the case of rising income, the higher correct amount 
1s of tax not being collected until the year following that in which it is derived, 
at the defect in the plan cannot be avoided under present conditions. Similarly, 
it where with a falling income provisional tax is over-assessed until finally 
re adjusted in the year succeeding that in which the income is earned, the 
x taxpayer must, in general, be prepared under the plan to make such temporary 


over-payment. 


e Collection and Recovery of Provisional Tax 
x 63. The tax for each year, comprising the provisional tax for the current 
d income year together with the adjustment of tax for the previous year, will be 


payable in one amount on the date shown on the notice of assessment issued 
during the income year. The date for payment of provisional tax will thus 


al be partly in arrears and partly in advance of the earning of the income. 

'S 64. To ensure recovery of provisional tax, it will be necessary to provide 
y in the Act that provisional tax is tax due and payable on the date specified 
3 in the notice of assessment. This will enable the operation of the existing 
n machinery of the Act for collection and recovery of tax. 


65. It is also considered advisable to provide, in the section of the Act 
dealing with extensions of time for payment of tax, that the fact that the 
assessment includes a provisional amount of tax which may be greater than 
r the tax to be finally assessed, shall not, of itself, be a ground for the granting 
d of an extension of time for payment of tax. 





Where a Person Ceases to be a Taxpayer 


& 66. An assessment of provisional tax may have been made without 
e knowledge of the fact that a taxpayer has ceased to derive assessable income, 

such as on death or retirement. Upon the department becoming aware of 
. the facts, arrangements could readily be made either for the issue of a final 


f assessment adjusting the provisional tax or for the deferment of payment 
of the whole or part of the provisional tax, pending the issue of a final 






. assessment. Thus there would not normally be any problem under the 
: provisional tax plan when a person ceases to be a taxpayer. 

Where a Person First Becomes a Taxpayer 

’ 67. Unless special arrangements were made, the provisional tax plan 
; would fail to provide, in the following respects, for non-employees who derive 
: assessable income for the first time: 





(a) In the first income year provisional tax would not be assessed, as 
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the return of income would not be furnished until after the end of 
that income year; 

(b) In the second income year the non-employee would be required to 

, pay both the final tax on the first year’s income and the provisional 

tax on the second year’s income; and 

(c) The provisional tax in respect of that second year would’ not 
represent a full year’s provisional tax if the income of the first year, 
on which it was based, was the income of part of a year only. 

68. The committee recommends that in the first income year in which a 
non-employee derives assessable income of an amount which he estimates 
would exceed the taxable amount, he should be required to furnish by the 
31st March of that year an interim return showing the income derived by 
him during that income year up to the date of furnishing the return, and the 
estimated income for the balance of the income year. 

69. The requirements in the interim return respecting details of income 
and deductions should be kept to a minimum. No penalty by way of addi- 
tional tax should be provided for non-lodgment of the interim return, seeing 
that it would be a requirement imposed on a limited number of taxpayers 
who may be unaware of their liability, nor should any penalty be imposed 
for under-estimation of income, in view of the difficulty of estimation of 
income in the first year of business. 

70. It should, however, be an offence for a non-employee to fail to lodge 
the return, so that the department could prosecute a taxpayer before a court 
and claim a court fine whenever the circumstances warranted such action. 

71. The interim return form should make provision for the insertion of 
the date on which the taxpayer commenced to derive assessable income, and 
for the taxpayer’s estimate of the amount of a full year’s income. 

72. On receipt of the interim return the Commissioner will assess the 
amount of provisional tax in time to permit of payment before the end of the 
income year. 

73. On receipt of the normal return furnished by the taxpayer after the 
end of the income year, the Commissioner will make the final assessment on 
the first year’s income. He will deduct the provisional tax assessed in the 
first year and add the provisional tax payable for the second year. He will 
base the provisional tax for the second year on the taxpayer’s estimate of the 
income of a full year. 


Example of Assessment under Provisional Tax Plan 

74. Appendix No. 7 sets out examples ‘of— 

(a) the information contained in a notice of assessment under present 
practice ; 

(b) the information which will be required under the provisional tax 
plan, assuming that there has been no alteration in rates; and 

(c) the information which will be required under the plan if there has 
been an alteration in rates applied approximately in calculating the 
provisional tax. 

75. It will be seen from the Appendix that two additional items of 
information will be set out in the notice of assessment, namely— 

(1) the provisional tax calculated in respect of the previous year; and 
(2) the provisional tax calculated in respect of the current year. 

76. As regards (1), the amount will be readily available from the assess- 
ment for the previous year. As regards (2), the amount of provisional tax 
will be the same as the normal tax calculated in the assessment, except where 
a change in rate necessitates a recalculation.” 
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Appendix No. 7 reads as follows: 


Provisional Tax Flan for Non-employees 
The following examples set out the information required in the Notice 
of Assessment for a taxpayer with £1,000 Personal Exertion Income and 
£200 Concessional Allowances : 
t (A) Present Notice of Assessment. f¢a@ 
y Assessment for the financial year 1945-1946 (based 
on income of the year ended 30th June, 1945)— 








a Taxable Income £1,000, 
S Personal Exertion at 85-3d. .. .. .. .. .. .. 355 8 O 
e Less Rebates, £200 at 85:3d. .. .. .. .. at 2e@ 
y _—————————— 
e ee ee ee a le 
€ (B) Provisional Tax Plz No Alteration in Rates. 
, Assessment for the financial year 1944-1945 (based 
g on income of the year ended 30th June, 1945)— 
s Taxable Income £1,000, 
d Personal Exertion at 85-3d. .. .. .. .. .. .. 355 0 
f Less Rebates, £200 at 85:3d. .. .. 71 2 0 
e Tax . .. £28 6 0 
t Less Provisional Tax levied for 1944- 1945 
0 ree Pe ere = =6l 
d £4 6 0 
Add Provisional Tax for 1945-1946, ie., tax 
e payable as shown above .. .. . iin ee 
4 
eee Pe ic kc cc nw SSB FD 
1 (C) Provisional Tax Plan—Altered Rates Applied 
e Approximately. 
I Assessment for the financial year 1944-1945 (based 
e on income of the year ended 30th June, 1945)— 
Taxable Income £1,000, 
Personal Exertion at 85:3d. .. .. .. .. .. .- 355 8 O 
Less. Rebates, £200 at 85°3d. .. 2. 22 22 oe oe 71 2 0 
t BEE sid (Kk Ae 06 UN OR ae eae nes Se oe 
Less Provisional Tax levied for 1944-1945 
‘ eer a ere Cer Tame =f 
; ' £4 6 O 
, Add Provisional Tax for 1945-1946, i.e, tax 
payable, as shown above, plus 7 per cent. 
(assumed) for increase in rates .. .. .. .. 304 0 O 
Re FR 6s cc ic ie ce ws EO OG 


EMPLOYEES WITH OTHER INCOME 


“77. Special provisions are necessary to deal with the employee with 
income other than his salary or wages. Seeing that deduction is not made 
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at the source on such income, he should be subject to provisional tax on that 
other income, as in the case of the non-employee. 

78. As to the amount of other income which would make it worth while 
to issue a provisional tax assessment, it is considered that wherever ap 
employee’s return shows more than £50 of income other than salary or wages, 
an assessment of provisional tax sHiould be made. 

79. Where the other income is derived from property sources, the amount 
of tax applicable thcreto will, in general, be readily ascertained. Where, 
however, the other incomes consists, like the salary and wages, of income 
from personal exertion, a separate calculation of tax will be necessary to 
determine the amount applicable to the other income. As the calculation is 
required for the purposes of a provisional tax which will be finally adjusted 
in the succeeding year, an approximate calculation should be sufficient and 
would save detailed calculation. 

80. It is considered, therefore, that provision should be made in the law 
that, where an employee derives other income not subject to deduction at the 
source, the Commissioner may assess the approximate provisional tax on that 
other income. Examples showing the manner in which such a provision 
might operate are set out in Appendix No. 8.” 


Appendix No. 8 reads as follows: 


Provisional Tax Plan for Employees with Other Income 


The following examples illustrate how the Provisional Tax Plan would be 
applied to an employee who had income exceeding £50 from sources outside 


his employment: 
(a) Where the income consists of salary plus property income. 


Personal 
Exertion. Property. Total. 
£ s. d. Ss 2 cS «.¢€ 


Assessment for 1944-1945 (based 
on income of the year ended 
30th June, 1945)— 
a eer 1,000 


ae 
RE aie 373 
Less Provisional Tax 


for 1944-1945 .. .. - 80 
£284 6 O £293 





Add Provisional Tax 
for 1945-1946 .. .. a 88 16 





Amount Payable ‘> pi £381 18 





Note.—Employee would make 
payment with— 
(a) Group certificate, 
Ist July, 1944, to 
30th June, 194 ss 248 19 O* 5 
Pere ae ia 132 19 O 381 18 0 
*Being 52 weekly deductions of £4 15s. 9d. each as shown in the prescribed scale for 
a weekly wage of £15 7s. 8d. (i.c., £800 per annum). 
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(b) Where the income consists of salary plus business profit. 
Personal 
Exertion. Property. Total. 
Assessment for 1944-1945— gs a ¢€ & «4 £ s. d. 
Income— 


Salary “ 
Profits .. 


1000 0 O 


Rate . 


Tex .. .. 5 0 o 355 8 O 
Less Provisional Tax 
for 1944-1945 .. .. it 66 13 O 





£288-15 O 
Add Provisional Tax 
for 1945-1946 (£200 


at approximate rate 
gee is 70 0 O 





Amount Payable £358 15 oe £358 15 O 





Note. 
payment with— 
(a) Group Certificate, 
Ist July, 1944, to 
30th June, 1945 “a 248 19 O* 
fe Ce vs aes va 109 16 O 358 15 0 
*Being 52 woekdy deductions of £4 15s. 9d. each as shown in the prescribed scale for 
a weekly wage of £15 7s. 8d. (i.e., £800 per annum). 
(c) Where income consists of salary, business profits and property income. 
Personal 
Exertion. Property. Total. 
Assessment for 1944-1945— £ s. a. £ s. d. ie 
Income— 
£ 
Saery .. .. «. 
Paes 5. ws te 
— |, 100 0 O 
Roe) io 5 Ua. an Oe ee ’ 109-6727d. 
a £ s. d. 
. ae ' 45 14 
Less Provisional Tax 


0 
for 1944-1945 .. .. 4400 
0 





£1 14 
Add Provisional Tax 
for 1945-1946 (£200 
personal exertion at 
7s. 3d.; £100 pro- 
perty at actual rate 72 10 118 4 





Amount Payable £370 10 £417 18 
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Note.—Employee would make 
payment with— 
(a) Group Certificate, 
Ist July, 1944, to 
30th June, 1945 . aia 248 19 O* me 
(b) Cash .. ae 168 19 0. 417 18 0 


*Being 52 weekly deductions of £4 15s. 9d. each as shown in the prescribed scale for 
a weekly wage of £15 7s. 8d. (i.e., £800 per annum). 
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COMPANIES 


“81. The committee considered that the proposed plan should not be 

applied to companies for the following reasons: 

(a) A company has continuity of existence, apart from its proprietors. 

(b) A company generally makes provision out of its income to meet the 
tax payable on that income, whereas the individual usually expends 
his income, as earned, on personal requirements and family commit- 
ments. 

(c) A company normally has assets with which to meet tax liability on 
liquidation, whereas the individual, on termination of employment, 
frequently is without assets with which to meet tax on the income of 
the previous year. 

(d) In many instances, part of the income derived by a company is 
represented by stock in trade and book debts which will not be 
received in cash until the following year. In respect of most indi- 
viduals, the income is received in the income year. 

82. It should be noted that in the United States of America and Canada 

companies are still assessed to tax on the basis of the previous year’s income. 


TRANSITION ADJUSTMENTS 
Cancellation of Tax 

83. Under the existing system, tax would be payable in the financial year 
1944-45 on the income of the year ended 30th June, 1944. Under the 
proposed system, tax will be payable in the financial year 1944-45 on the 
income of the year ended the 30th June, 1945. 

84. It becomes necessary, therefore, to determine whether the transition 
should be effected by relieving taxpayers of liability to tax in respect of the 
income of the year ended 30th June, 1944, either in whole or in part. 

85. The committee had regard to the fact that, of the 2,000,000 persons 
now liable to pay tax, approximately 1,500,000 are employees. At present 
the deduction year in respect of these employees ends on the 31st March, as 
explained in paragraphs 38 to 40. By the 30th June, 1944, they will have 
had deductions made from salary and wages of approximately 25 per cent. 
of the tax payable under the present system for the financial year 1944-45 
on the income of the year ended 30th June, 1944. The amount of the 
deductions made in this period will be about £15,000,000. Revenue require- 
ments would not permit either of the refunding of this amount or of the 
cessation of deductions for one quarter of the year. 

86. Deductions made in the year commencing on the Ist July, 1944, will 
relate to the tax payable on the income of that year. The committee recom- 
mends that employees be relieved of 75 per cent. of the tax on the income 
of the year ended the 30th June, 1944, and that the balance of 25 per cent. 
of tax in respect of that year’s income be made payable in the year of 
assessment, namely, the year ended 30th June, 1945. Sufficient deductions 
will normally have been made in the period from the 1st April to the 30th 
June to meet this tax liability. 
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87. Nori-employees cannot be placed in any better position than employees, 
and the committee, therefore, considers that they should also ‘be made liable 
for the 25 per cent. assessment on the income of the year ended 30th June, 
1944, and that the remaining 75 per cent. of the tax should be cancelled. 
Since non-employees will not have had this tax deducted, it is proposed that, 
in order to avoid undue hardship in making the payment, it should be spread 
over the three years ended 30th June, 1945, 1946 and 1947, 84 per cent. 
being payable in each year. Even if the taxpayer’s income should decline 
seriously, this payment will be a much lighter burden than the present 
requirement that he should pay, in the year of declining income, full tax 
on a previous year’s high income. 

88. An employee deriving income in addition to salary or wages will 
already have had deductions made from the salary or wages during the 
period from the Ist April to the 30th June, 1944. These deductions should 
be sufficient to meet the 25 per cent. tax on the salary or wages portion of 
the income. The tax on the remainder of the income will be spread over 
three years where such other income exceeds £50. 

89. Appendix 9 shows tables setting out for taxpayers on various incomes 
and in various family circumstances tax payable at present rates, and the 
additional amount which will be payable in each of three years by non- 
employees, viz., one-third of the 25 per cent. assessment. 

90. It is to be noted that, in making the transition, the United States of 
America, Canada and the United Kingdom were not prepared to cancel 100 
per cent. of the tax on the income of the transition year and accept one year’s 
tax in respect of the income of two years.” 

Appendix No. 9 reads as follows: 


Transition year Taxes—Amounts payable by non-employees 
(a) Taxpayers without dependants. 























Income from Personal Exertion Income from Property 
Actual = vo : oe aap 
we | eee ace | eee 
Present Rates for Three Years Present Rates for Three Years 
(1) (2) (3) (4) (5) 
£ £ £ £ £ 
100 nie a - Ae 
150 10-5 0-9 10-5 0-9 
200 21-9 1-8 21-9 1-8 
250 36-7 3-1 40-1 3-3 
300 55-0 4-6 63-3 5-3 
350 75-1 6-3 89-2 7-4 
400 95-4 7-9 115-2 9-6 
500 136-7 11-4 167-9 14-0 
600 178-7 14-9 221-5 18-5 
800 265-4 22-1 331-0 27-6 
1,000 355-4 29-6 444-0 37-0 
1,500 619 52 766 64 
2,000 951 79 1,159 97 
3,000 1,747 146 2,026 169 
5,000 3,530 294 3,830 319 
10,000 8,155 680 8,455 705 
000 17,405 1,450 17,705 1,475 
36,205 
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(b) Taxpayers with dependants.—Income from personal exertion. 
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, Married Taxpayer Married Taxpayer 
Married Taxpayer with One Chiid with Two Children 
Actual 
Income Transition Transition Transition 
Tax at Tax at ‘ Tax at 
Present Tax 84 per Present Tax 8} per| Present Tax 8} per 
ates cent for Setes cent for eten cent for 
Three Years Three Years Three Years 
(1) (2) (3) (4) (5) (8) (7) 
£ £ £ | £ £ £ £ 
100 . 7 } ss ae: one ee 
150 3-5 0-3 | io : , se 
200 10-9 0-9 | 2-7 0-2 . és 
250 18-3 1-5 7-3 0:6 2-9 0:2 
300 36-7 3-1 22-9 1-9 17-4 1-4 
| 
350 53-6 | 4-5 | 37-5 3-1 31-1 2-6 
400 71-6 6-0 | 53-7 4-5 46-5 3-9 
500 109-3 9-1 88-8 7-4 80-8 6-7 
600 149-0 12-4 126-6 10-5 118-6 9-9 
800 232-2 19-3 | 207-3 17-3 199-3 16-6 
1,000 319-9 | 26-7 | 293-2 24-4 | 285-2 23-8 
1,500 578 48 547 46 539 45 
2,000 906 75 870 72 862 72 
3,000 1,702 142 | 1,658 138 1,650 137 
5,000 3,485 290 3,440 287 3,432 286 

















WINDFALL INCOME 


“91. The possibility must be considered that the income of the year ended 
the 30th June, 1944, may be abnormally high. This may arise either from 
true windfalls of income or from manipulation of stock values, deferment of 
expenditure, etc. Taxpayers whose income is inflated in this way would, if 
no special provisions were made, receive the benefit of an abnormally great 
amount of cancellation of tax. 

2. In the normal case, taxpayers will be assessed at 25 per cent. rates 
on the income of the year ended the 30th June, 1944, i.e., the equivalent of 
taxing them at full rates but allowing a rebate of 75 per cent. of the tax on 
that year’s income. The committee is of the opinion, however, that where 
the income of the year ended the 30th June, 1944, exceeds £500 and exceeds 
the income of the’year ended the 30th June, 1943, by more than 20 per cent., 
special provisions relating to cancellation should be applied. In such cases 
taxpayers should be allowed a rebate of 75 per cent. of the tax assessed on 
the income of the year ended the 30th June, 1943, with the addition of 20 
per cent., in lieu of the rebate of 75 per cent. of the tax on the income of the 
year ended the 30th June, 1944. 

93. Where, in such cases, taxpayers derived a very low or no taxable 
income in the year ended the 30th June, 1943, it should be provided that a 
rebate of at least 75 per cent. of the tax on a £500 personal exertion income 
should be allowed. In no case, however, should the rebate be greater than 
75 per cent. of the tax on the income of the year ended the 30th June, 1944. 

94. The committee considered that a further provision should be made 
that where the rebate of 75 per cent. is to be calculated in respect of income 
other than the taxable income of the year ended the 30th June, 1944, and 
the Commissioner is satisfied that the income on which the rebate is to be 
calculated does not represent a normal year’s income, he may determine 
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what would be a normal year’s income and allow a rebate on the amount so 
determined. If the taxpayer is not satisfied with the Commissioner’s deter- 
mination, he should have the right to apply to the Board of Referees 
constituted under the War-time (Company) Tax Assessment Act, for an 
increase. Any decision of the Board of Referees should be final. A deter- 
mination by the Commissioner or the Board of Referees should not, however, 
allow a rebate greater than 75 per cent. of the tax on the taxable income of 
the year ended the 30th June, 1944. 

95. In those cases where the income of the year ended 30th June, 1944, 
was unduly high, the committee considered the possibility of basing the 75 
per cent. rebate of tax on the income of the year ended 30th June, 1945, 
but decided that the income of the year ended 30th June, 1943, was preferable 
for the following reasons: 

(a) Since the income of the year ended 30th June, 1943, has already been 
returned, it is beyond the power of the taxpayer to manipulate it in 
his favour. 

(b) The taxable income of the year ended 30th June, 1943, is known, 
while if the income of the year ended 30th June, 1945, was taken as 
a basis it would be necessary to defer making a final adjustment until 
that income was known. 

(c) There is no reason to believe that the variations in income between the 
income years ended the 30th June, 1944, and the 30th June, 1945, 
would be different from those between the income years ended the 
30th June, 1943, and the 30th June, 1944. 

(d) In any case where the Commissioner and the Board of Referees have 
power to determine a normal year’s income, they will be able to take 
into account the income of the year ended 30th June, 1945, in making 
that determination.” 

In conclusion it should be observed that Senator Spicer dissented from 

the recommendations in the report insofar as they limit cancellation of tax 
on the income of the year ended 30th June, 1944, to 75 per cent. 








Book Review 
National Security Legislation 

The issue from Canberra of many war-time legislative regulations, rules, 
and orders in a steady stream has necessitated their consolidation from time 
to time for ready and reliable reference as an official publication. 

As in the case of the third edition, the fourth edition, which has now made 
its appearance, is published in two volumes. Part 1 is a book of more than 
eleven hundred pages containing the National Security Act, 1939-43, the 
Women’s Employment Act, 1942, and all the regulations under both Acts in 
force on 15th November, 1943. 

The second volume (Part 2) is much smaller and its contents are limited 
to a selection of orders and rules made under the National Security Act and 
an index to both volumes of one hundred and fifty pages. 

A publication of this kind must find its way into the reference library of 
all persons and organisations dealing with the wide range of subjects brought 
within the scope of this legislation. The acquisition of new editions as they 
appear is essential by reason of the many amendments that are continually 
made. 

W. Bruce RarnsForp. 
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The Function of Order Cheques in the Currency 
System 


By E. A. Mann 


(Being an address delivered at a meeting of members of the South 
Australian Division of the Commonwealth Institute of Accountants, 
held on February 22, 1944) 
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I have been asked to make a few comments on “order” cheques and the 
implications arising therefrom. 

The origin of cheques, or what was their primitive counterpart, can be 
traced back to very early Roman history, but for our purpose we will consider 
from when they were first introduced into England. 

The practice of depositing gold, minted or otherwise, with the goldsmiths 
for purposes of safety led to orders or authorities being issued by the 
depositors, requesting the goldsmith concerned to hand a certain sum or 
quantity of gold to a third person. 

As the functions of many goldsmiths developed into true banking business, 
this order or cheque method of transferring funds continued and expanded. 

There is a record of a cheque or order addressed to Major Francis Child 
early in the seventeenth century—Child’s Bank was a very early banking 
house—which says: “Pray pay to So-and-So from my funds the sum of so 
much.” I might say that present-day bank managers sometimes receive a 
similar fervent request but it often falls on deaf ears. 

The use of this type of cheque, which called for payment to a specified 
person or his order, was evidently considered a valuable concession in England 
as, up to 1852, a cheque was subject to the same ad valorem stamp duty as 
a bill unless it complied with certain stringent conditions, which included the 
requirement that it must be payable to bearer. 

With that brief reference to the history of our subject, I will now turn 
to present-day practice. - 

The use of order cheques, in the majority of cases, involves a tremendous 
amount of needless work for the favourees, the receiving banks and the 
paying banks, and it has been estimated that something like 600,000 man-hours 
are lost in Australia each year in this connection. 

Some 200,000 cheques are said to be returned annually because of lack 
of or incorrect endorsement. This means even more work than the original 
handling. 

The Department of War Organisation of Industry has taken the matter 
up and has requested several interested bodies to endeavour to have the 
practice of making cheques payable to order confined to cover only those 
of an essential nature. 

Most of the people who cause this work by making cheques payable to 
order do so because they think it is safer. Some firms and ‘institutions do 
so in order to obtain a signature which they consider is tantamount to a 
receipt. However, it is not incumbent upon the paying bank to see that 
the endorsement other than purports to be correct and there is no respon- 
sibility at all upon the receiving bank. If the endorsement is forged, the 
paying bank is protected under s. 65 of the Bills of Exchange Act, which 
reads as follows: 

“(1.) When a bill payable to order on demand is drawn on a banker, 
and the banker on whom it is drawn pays the bill in good faith and in the 
ordinary course of business, it is not incumbent on the banker to show 

that the indorsement of the payee or any subsequent indorsement was made 
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by or under the authority of the person whose indorsement it purports to 
be, and the banker is deemed to have paid the bill in due course, although 
such indorsement has been forged or made without authority.” 


It will be seen, then, that this feeling of security is an illusion. If an auditor 
examines such cheques for evidence of payment, only in a very small number 
of cases can he be certain that the endorsement is actually that of the payee. 

If cheque users are to be asked to co-operate in this matter, what then is 
the best advice to tender so that they protect themselves? 

Undoubtedly, by strongly urging that, with the exception of those few 
cheques which they know are to be presented to the bank upon whom they 
are drawn for the purpose of cashing, all cheques issued be crossed “not 
negotiable” and the payee’s name inserted. Such cheques afford the drawer 
and the true owner ample protection without being payable to order. 

Section 87 of the Bills of Exchange Act reads as follows: 

“Where a person takes a crossed cheque which bears on it the words 
‘not negotiable,’ he shall not have and shall not be capable of giving a 
better title to the cheque than that which the person from whom he took it 
had.” 

This speaks for itself. 

Although the addition to the crossing of the words “account payee only” 
is not provided for in the Act, the usage of trade and custom has lent legal 
significance to them and they have been taken into account in court cases 
when conversion has been under consideration. 

The movement for the elimination of order cheques is not only being 
pursued by the banks. Certain influential companies in the eastern States 
have requested their customers to refrain from striking out the word 
“bearer” when settling their account by cheque. 

I have here a copy of a slip sent out by David Jones Ltd. of Sydney when 
dispatching their statements. It reads as follows: 

“Because of acute staff shortages, the banks have asked for our co-opera- 
tion, and yours, in a movement to abolish ‘order’ cheques. 

““Order’ cheques are those in which the word ‘bearer’ is crossed out, 
and such cheques which we receive require our endorsement as well as 
that of the bank. Obviously, this entails a great deal of labour—particularly 
as far as the banks are concerned, where thousands of cheques are handled 
daily. 

“Will you please help in future by not crossing out the word ‘bearer’ 
on your cheques? 

“Complete protection is provided if, instead, you cross the cheque and add 
the words ‘not negotiable.’ 

“Thank you for your co-operation, which we feel sure we may count 
on in this matter.” 

Another Sydney company, Nock & Kirby Limited, sent out the following 
request : 

“The banks are seeking the co-operation of business houses in furthering 
a movement to abolish ‘order’ cheques. 

“If a cheque states the payee’s name and is crossed “not negotiable” 
no better protection is afforded by making it payable to ‘order,’ and by 
so doing it means a lot of unnecessary endorsements for banking and 
commercial houses which are now so short-staffed. 

“Would you kindly cross your cheques ‘not negotiable,’ and make them 
payable to bearer ?” 

A large Melbourne bank advises that to date there has been a reduction 
of from 10% to 15% in the number of order cheques as a result of their 
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appeal to clients. It has also been ascertained that the City of Melbourne 
has abandoned the issue of order cheques in favour of bearer. 

I know it has been the practice of many auditors to accept endorsed 
cheques, obtained from the bank after payment, us evidence of payment of 
an account, but, as previously stated, in very few cases can they know the 
endorsement to be correct, and I submit that they can be equally satisfied 
provided such cheques are printed “not negotiable” and the payee’s name 
inserted. 

Such cheques must be paid into a bank account, and if any bank accept 
such cheques for other than the named payee, then they do so at their own risk 
and it is safe to assert that if the cheque has been misappropriated the 
amount can be recovered—either from the account holder or from the 
receiving bank. 

Auditors can be of considerable assistance in forwarding this movement 
as their clients, rightly so, are largely influenced and guided by their advice. 

I submit my contentions, gentlemen, to your earnest consideration. 

I would also like to refer to the growing practice of standing orders and 
payment by bank schedule—or traders’ credits, as it is known in England. 
You may be interested in these methods of money transfer as I feel it will 
not be long before they will substantially replace the use of cheques. 

They are undoubtedly economical, efficient, and reduce money transfers 
to absolute safety. 





Some Comments on the Use of Order Cheques 
By A. L. SLapE, F.1.C.A. 
(Being an address delivered at a meeting of members of the South 
Australian Division of the Commonwealth Institute of Accountants, 


held on February 22, 1944) 


One of the bugbears of the auditor is the vouchers. Methods of votiching 
payments vary from a complete audit to sampling. The type of voucher 
varies considerably, and, in some trades, it is impossible to obtain any at all. 
For various reasons, cheques are used for even small payments for the sake 
of the record thus provided. Payments made to merchants and traders in a 
fairly large way of business as a rule offer no problem from the point of view 
of vouchers, but with many smaller traders there are difficulties, and this 
has led to the use of endorsed cheques as vouchers. 

One objection that has been held against the practice is that there is no 
guarantee as to the genuineness of the endorsement, but even the use of 
printed receipts, still more the use of a rubber stamp, is no guarantee of 
genuineness, for they may be fraudulently used. Many cash register 
acknowledgments have no name on the receipt. 

The use of endorsed cheques with the addition of a form of receipt has 
been the practice of the State Government for some years. In this connection, 
I call attention to the deduction by the Government departments where the 
payment exceeds £2, of 2d. for a duty stamp. I very much doubt whether 
this is in order and assume that it is passed because the smallness of the 
amount does not make a protest worth while. I call your attention to the 
fact that cheques are used under the authority of a Commonwealth enactment 
—The Bills of Exchange Act—whereas stamp duty is applied by virtue of 
a State Act. I understand that there is no authority to require a payee to 
complete a form of receipt on the back of a cheque, the endorsement alone 
being sufficient. 

As you know, a cheque is a bill of exchange, drawn on a banker, payable 
on demand, and, subject to certain exceptions, the provisions of the Act 
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applicable to a bill of exchange apply to cheques. So long as a banker pays 
a bill of exchange in good faith without negligence, it is not incumbent upon 
him to show that the endorsement was made by or under the authority 
of the payee. I understand that there must be an intent to defraud before 
there is a forgery. 

Writing in The Chartered Accountant in Australia in August, 1941, Mr. 
C. Hungerford wrote: “The most troublesome problem is the vouching of 
payments. The acquittance printed on cash registers is of little value as a 
voucher and there are differences of opinion about examining endorsed 
cheques. The advisability of getting cheques back from the bank is also 
questionable. Apart from having to give the bank an indemnity before it 
will part with the cheques, there is a risk of the cheques being tampered 
with after they have been obtained from the bank. Further, it would be easy 
to hide an embezzlement by destroying cheques, and this has actually been 
done. A receipt on a cheque is of little value for audit purposes unless it 
is certified by the receiving bank. Whether or not endorsed cheques are 
examined as vouchers, the main evidence of payment when the number of 
cheques is too great for detailed examination is the effectiveness of the staff 
check.” 

P. C. Lang, in The Australian Accountant, in June, 1941, stated that 
there were many and varied inscriptions placed on cheques and a mass of 
wording was often used for the purpose when two lines with two words 
would suffice. This exhibits an extraordinary human trait which causes a 
preference for the complex rather than the simple. The substance of his 
contention was that the addition either to the not negotiable crossing of 
such words as “Account payee only” or “Order” in lieu of “Bearer” was 
like giving a person three doses of medicine at one time in the belief that 
the benefit would be three times as great as from one dose. In passing, it is 
interesting to note from to-day’s Advertiser that, under the free medicine 
scheme of the New Zealand Government, people who, in the old days, felt 
better after one bottle of medicine for which they themselves paid and who 
did not buy another if only to save the cost, now go for their second or third 
free bottle on the principle that the stuff cannot do them any harm and they 
might as well make thorough jobs of themselves. 

C. H. Lang, replying to his namesake, in The Australian Accountant of 
July, 1941, challenged the latter’s contention as of doubtful value. He pointed 
out that an endorsement makes a further obstacle to the wrongful dealing with 
a cheque. The party might not have any scruples about negotiating a cheque 
out of the ordinary course, but would hesitate to commit a forgery. He 
thought cheques ought to be drawn correctly to order and crossed “Not 
Negotiable A/c. Payee Only.” 

In rejoinder P. C. Lang pointed out that, in the well-known Flannagan 
case, the cheque was crossed “Not Negotiable” (“State Tax or Bearer”) and 
the drawer succeeded in his action against the bank. 

Cheque endorsements are certainly a convenient form of voucher, but I 
personally wouid never advise a client to give an indemnity to the bank 
enabling the cheques to be removed from the bank. The alternative, of 
course, is to inspect them at the bank. This may cause some inconvenience, 
but it has advantages. After handling in this way many thousands of cheques 
involving millions of pounds, I have never heard of one where the endorse- 
ment was disputed. After all, companies and the larger firms have rubber 
stamps for the purpose of endorsements, and it is not difficult to familiarise 
oneself with the signatures. 

I think that the decision of a certain august body that the matter of order 
cheques is a matter for individual opinion is wise. Apparently unanimity is 
unlikely. 
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1 
Items of an Abnormal Character ; 
By A. A. FitzGERALD 
Section 123 (5) of the Victorian Companies Act, 1938, provides that 1 
directors shall cayse to be made out in every calendar year a duly audited 
balance sheet as at the date to which the profit and loss account is made up, 1 
and that “there shall be attached to every such balance sheet a report by , 


the directors with respect to the state of the company’s affairs including 
information as to whether or not the results of the year’s operations (as 
disclosed in the profit and loss account or the income and expenditure 
account) have, in the opinion of the directors, been materially affected by 


” 


items of an abnormal character .. . 1 
Scrutiny of a number of published reports of directors of Victorian com- 

panies suggests that there is considerable uncertainty as to the precise meaning 

and intention of that part of the sub-section which relates to information as 1 

to items of an abnormal character. The following are extracts taken at 3 

random from the reports of directors of a number of these companies: 


1. “Apart from the foregoing, there have been no abnormal factors affecting the 
operations during the year.” 

(The “foregoing” deals with the circumstances in which business was carried on 1! 
in respect of such matters as the demand for the company’s products, rising costs, 
and the operation of National Security Regulations.) 

2. “Apart from the above, in the opinion of the directors the results of the year’s 
operations as disclosed by the Profit and Loss Account have not been materially 
affected by items of an abnormal character.” 

(The “above” in this case deals with the degree of business activity experienced 4 
as compared with previous years.) ; 

3. “In compliance with the provisions of the Companies Act, 1938, the directors state 
that in their opinion the results of the year’s operations have not been materially 
affected by any items of an abnormal character, except the writing off of the 
remainder of A.R.P. expenditure.” at 

4. “In the opinion of the directors, the results of the year’s operations as disclosed 
by the Profit and Loss Account were not, apart from war conditions, materially 
affected by items of an abnormal character.” 

5. “Apart from the effects of war-time conditions, the result of the year’s operations tk 
as disclosed in the Profit and Loss Account has not, in the opinion of the directors, th 
been materially affected by items of an abnormal character.” 

6. “Apart from the heavy increase in income tax, in the opinion of the directors the 

results of the year’s operations (as disclosed in the Profit and Loss Account) have 

not been materially affected by items of an abnormal character.” 

“Apart from general conditions created by the war, the results of the company’s 

operations have not been materially affected by any items of an abnormal character.” 

8. “The directors are of opinion that, apart from war conditions, the year’s operations 
of the company have not been materially affected by any items of an abnormal 
character.” 

9. “Other than the Salat the results for the year’s operations as disclosed in the 
Profit and Loss Account have not been materially affected by items of an abnormal 
character.” 

(In this instance, the “foregoing” deals with business conditions such as increases 
in costs, work for defence units and unremunerative prices, also with certain 
adjustments which had been made in the accounts in respect of depreciation, 
taxation, contingencies and contributions to Superannuation Fund and Soldier 
Welfare Fund.) 

10. “The result of the year’s operations as disclosed in the Profit and Loss Account 
has, in the opinion of the directors, been materially affected by the greatly increased 
cost of repairs, upkeep, and working expenses, curtailment of public holidays and di 
the cancellation of practically all picnics owing to the abnormal prevailing con- ab 
ditions.” 

11. “In the opinion of directors, the year’s financial results were not affected by items 
of an abnormal character apart from those mentioned in this report.” bu 

(In this case, the “matters mentioned in the report” cover a very wide range, 
mainly relating to conditions in which business was carried on and production of 

statistics. ) 
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12. “With this exception, there are no items of an abnormal character affecting the 
results of the year’s operations.” 

(The “exception” relates to the amount written off during the year for deprecia- 
tion.) 

13. “Although petrol rationing has severely restricted motoring, trading for the year 
has been satisfactory, and the operations have not been affected by any items of 
an abnormal character.” 

14. “The results of the year’s operations have not been materially affected by any 
item of an abnormal character, apart from the general effect of war-time conditions.” 

15. “Other than the conditions mentioned, the results of the year’s operations, in the 
opinion of the directors, have not been materially affected by any item of an 
abnormal character.” 

(The “conditions mentioned” relate to Government controls and an increase in 
the income from subsidiary companies, and a special contribution to the Staff 
Provident Fund.) 

16. “No other abnormal influences affected the trading of the company.” 

(In this case, the remainder of the report deals with the level of sales, the 
increase in quantity and valuation of stocks, the rise in general operating costs 
and the reduction in gross profit rates.) 

17. “The year’s good results have been achieved in spite of war conditions. The 
figures include adjustments made to cover increased costs and lessened total 
advertising revenue, although increased selling price was enjoyed for part of the 
year. The results also bear the impact of taxation as levied by the new Budget. 
Apart therefrom, the directors are of the opinion that the results of the year’s 
operations have not been affected by items of an abnormal character.” 

18. “In the opinion of your directors, results of the year’s operations have not been 
materially affected by items of an abnormal character, except as mentioned in this 
paragraph.” 

(The paragraph mentions changes in dividends received from investments, and 
fluctuations in the market value of shares held as a result of international con- 
ditions. ) 

19. “Apart from the international situation, in the opinion of the directors the results 
of the year’s operations have not been materially affected by items of an abnormal 
character.” 


In one other case of twenty examined no specific statement as to items of 
an abnormal character appeared in the directors’ report. This, incidentally, 
was a company with shareholders’ funds amounting to almost £3,000,000. 

If this sample of Victorian companies’ reports can be taken as typical of 
the general run of companies (and since they have been selected at random 
there is no reason to believe that they are not typical), two striking facts 
emerge : 

(a) A surprisingly small proportion of the companies has adhered closely 

to the precise phraseology of the Act; 

(b) Most of the companies have apparently interpreted the sub-section 
to mean that information is required as to whether trading results have 
been affected by abnormal business conditions, whereas a few only 
have related the requirements to the disclosed results. For instance, 
of the examples given above, Nos. 1, 2, 4, 5, 6, 7, 8, 10, 11, 13, 14, 
16, 17, 18 and 19 apparently relate to surrounding business conditions ; 
Nos. 3 and 12 deal in part, at least, with adjustments in the accounts, 
and Nos. 9 and 15 are so phrased as to relate to either or both 
business conditions or account items. 

It is suggested that whatever may be thought as to the clarity of the sub- 
section, the intention is clear. The information is required as to the results 
disclosed in the profit and loss account, and it is to deal with items of an 
abnormal character. The use of the term “items” clearly suggests that it 
is accounting adjustments about which information is required, and not the 
business conditions in which the company carried on during the period. 

It is interesting (although, of course, not a valid guide as to the intention 
of the legislature) to trace the history of the sub-section, which represents 
an innovation in company law provisions dealing with accounts. 
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So far as the writer knows, the suggestion for the inclusion in the Act of 
some such provision originated with a joint committee of accountancy and 
secretarial bodies and the Stock Exchange of Melbourne. In making its 
recommendations to the Government for the amendment of the Companies 
Act, the committee was influenced, inter alia, by the views and suggestions 
of Mr. H. B. Samuel which appeared in a book published in London in 1933 
under the title Shareholders’ Money—An Analysis of Certain Difficulties in 
Company Legislation, with Proposals for their Reform. 

In this book, Mr. Samuel, dealing with the obscurity of company accounts, 
said (p. 269): 

“One of the most classic variations of the technique of inflating or deflating profits 
at the will of the Board is that system of secret reserves which is one of the corner- 
stones of modern company finance, and which will be dealt with specially in the next 
section. We may, however, say here and now that effective information could easily 
be obtained by the legislature prescribing the splitting of the Profit and Loss Account 
into such component items as Trading, Income from Investments (distinguishing between 
General Investments and those in Associated and Subsidiary Companies), Transfers 
from Reserves (whether disclosed or undisclosed), Transfers to Reserves, Profits on 
Sale of Capital Assets, and items of a special or non-recurring character.” 

Accordingly, he suggested in a Draft Bill for the amendment of the 
English Companies Act (which appears in Appendix i of Shareholders’ 
Money) that the Profit and Loss Account should in particular show 
separately : 


&2 


(i) the net balance of profit and loss on the company’s trading; 
(ii) (a) income from general investments, 
(b) income from investments in associated companies ; and 
(c) income from investments in subsidiary companies; 
(iii) amounts (if any) allowed for depreciation or reserves on: 
(a) investments, 
(b) goodwill, 
(c) other fixed assets, 
(d) stock, 
(e) book debts; 
(iv) any profit or loss arising from the sale of capital assets; 
(v) all transfers from reserves, whether 
(a) disclosed, or 
(b) undisclosed ; 
(vi) any items of an abnormal or non-recurring character. 

The joint committee took the view that the disclosure of items of abnormal 
or non-recurring character could best be handled in the directors’ report, 
hence the recommendation for the inclusion of such a requirement in section 
123 (5) instead of in section 123 (4). 

It will be noticed that Mr. Samuel’s recommendations as to the content 
of the Profit and Loss Account are closely paralleled by the requirements of 
section 123 (4) of the Act, which deals with the items which should be 
separately shown in the Profit and Loss Account. 

It is suggested that careful thought should be given to the precise require- 
ments of the Act in framing the phraseology which is to be used in directors’ 
reports. Probably the safest plan is to follow more closely than is apparently 
the custom the wording of the Act. But apart from this, it would seem to 
be desirable that attention should be directed to the probability that many of 
the reports which are being made to company shareholders do not concur 
with the spirit and intention of section 123 (5). 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


FAMILY PARTNERSHIPS 

The following is an extract from the Twenty-fourth Report of the 
Commissioner of Taxation: , 

Considerable loss of revenue was suffered in early years by persons subject 
to a high rate of tax being able to reduce both their taxable income and the 
rate of tax by nominally introducing their wives and children into their 
businesses as partners. The institution of the “partnership” usually leaves 
the substantive position exactly the same as it was, viz., with the husband 
and father in full control of the business and the income arising therefrom. 

To overcome this position section 94 was inserted into the Act to provide 
that where any partner has not the real and effective control and disposal 
of his share of the partnership income, the Commissioner may assess the 
additional tax that would have been payable had that share been received by 
the partner who has the real and effective control of that share. The 
partnership is called upon to pay the additional tax so assessed. 

The legislation took this form because there are constitutional difficulties 
in the’ way of treating the subject share of the income as being the income 
of the controlling partner—vide the judgment of the High Court in Water- 
house and Another v. Deputy Federal Commissioner of Land Tax (S.A.) 
(1914), 17 C.L.R., 665. 

As it is frequently exceedingly difficult to discover whether in fact a 
partner, e.g., a wife, has the real and effective control and disposal of her 
share of the partnership. income, the section contains a provision designed 
to overcome that difficulty in the cases to which it applies. This provision 
reads as follows: 


“(3). For the purpose of this section, but without limiting its appli- 
cation, a partner shall be deemed not to have the real or effective 
control and disposal of any money received by him which is applied 
to meet the private or domestic obligations of any other partner.” 

For some years now section 94 has been applied to appropriate cases and 
sub-section (3) has been extensively used in those cases to which it had 
application. The Department’s interpretation of these provisions was that 
if any part (i.e., a substantial amount and not just a few pounds) of, say, the 
wife’s share of the income of the partnership is used to pay household expenses 
which are normally the obligation of the husband, then sub-section (3) 
applied and the wife was deemed not to have real and effective control of 
her share. The result of this was that that share then came within, the 
provisions of sub-section (1) of section 94 and the additional tax was 
assesesed that would have been paid if the whole of the wife’s share had been 
received by the husband. 

However, recently the Board of Review has given several decisions in 
favour of taxpayers who appealed to that body against the application of 
section 94 and has in its reasons for those decisions given interpretations to 
the various provisions of section 94 which largely nullify its effectiveness. 

Crown Law authorities upon being consulted supported the interpretations 
of the Board of Review. The effect of the interpretations placed upon the 
provisions of the section by the Board can be shortly stated as follows: 

(1) Not only must the partner, not having real and effective control and 
disposal of his or her share, be in the position of not controlling the 
whole of his or her share, but the partner or partners having control 






















































Tih gg Sag San AEE tm Sane 


THE AUSTRALIAN ACCOUNTANT MAR. 


of that share must be found to actually have control of the whole of 

that share, i.e., substantially the whole of it. 

There is no power under the section to deal with a portion only of a 

share when a partner has control of a portion of his share but has not 

control of the remainder. In such a case the section cannot be applied. 

(3) Sub-section (3) of the section does not apply where the share of one 
partner, or a portion of it, is used to meet the private or domestic 
obligations of any other partner if the use of the share, or a part of it, 
as the case may be, is made with the consent of the first-mentioned 
partner. 

(4) In the view of the Chairman of the Board the section cannot be 
applied in relation to a partnership constituted merely by a joint 
ownership of property and only has application to a partnership 
engaged in the conduct (i.e., the carrying on or carrying out) of 
operations of business. Where each partner’s beneficial ownership is 
admitted there is no apparent ground upon which it could be held that 
either partner has not the real and effective control and disposal of his 
or her share of the income. 

This view, if sound, would result in the exclusion from the appli- 
cation of the section of a large number of property-owning and 
investment partnerships consisting of husband and wife which have 
until now been treated as within the provisions of the section. 


It is evident that if the intention behind section 94 is to be restored to the 
effective position it occupied in the general income tax scheme before the 
Board of Review gave its interpretation it will be necessary to amend the 
section to overcome that interpretation. 

The ideal method of assessment in these cases, where the purpose of the 
formation of the partnership, or one of the purposes, is to lessen the tax 
payable upon the subject income, would be to assess the whole of the income 
to the controlling partner. The Commonwealth, however, is prevented from 
doing this by the Waterhouse judgment to which I have already referred. 
Three of the States—New South Wales, Queensland and South Australia— 
not being subject to any constitutional difficulties, adopted this method of 
taxation. 

Prior to the enactment of the Income Tax Assessment Act, 1936, an 
endeavour was made to deal with the type of case coming within section 94 
by reference to the purpose for which the partnership was formed. Section 
29 (2) of the Income Tax Assessment Act, 1922-1934, provided that where 
the Commissioner was of opinion that a partnership between husband and 
wife or between relatives by blood, marriage or adoption had been formed to 
avoid tax he could assess the partnership as a single person. However, the 
section was largely ineffective, as it was difficult and in many cases quite 
impossible to obtain the evidence upon which such an opinion could be 
formed, as such evidence existed only in the minds of the persons concerned. 

In 1941 a provision was inserted into the Act to prevent husbands lessening 
their income tax by transferring assets (by way of gifts) to their wives— 
Division 6a. However, Parliament thought it improper to make the pro- 
vision other than a temporary war-time one. It was, therefore, made to 
apply only to such transfers made after October 29, 1941, and will continue 
in operation only so long as the National Security Act, 1939-1940, continues 
in operation. These provisions, therefore, have no effect upon the husband 
and wife partnerships already in existence and in respect of which the 
provisions of section 94 were meant to apply. 

Consideration will need to be given to the question of restoring the position 
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to what it was prior to the decisions of the Board of Revew discussed herein 
and also to the method by which this can best be done. 


Pay As You Earn 


The recommendations of the Parliamentary Committee are published 
elsewhere in this issue of the journal and appendices giving illustrations of 
the operation of the proposed plan are included in juxtaposition to the relevant 
recommendations. With one exception, the Report and the examples contained 
in the appendices are so clear that any comment is unnecessary. 

The exception relates to paragraph 92 of the Report, which points out that 
in the normal case taxpayers will be assessed at 25 per cent. rates on the 
income of the year ended 30th June, 1944, i.e., the equivalent of taxing them 
at full rates but allowing a rebate of 75 per cent. of the tax on that year’s 
income. 


Example: 
Taxable income of year ended 30th June, 1944, from 


personal exertion .. .. £1,200 
Gross Tax on £1,200 at 90:°5167d. in £.. .. .. .. = #452 12 O 
Less Rebate, 75 per cent. of £452/12/- .. .. .. .. 339 9 O 
i EE sca) ae ha We kdl Weed A ace, ee ae 


The Committee was of the opinion, however, that where the income of the 
year ended 30th June, 1944, exceeds £500 and exceeds the income of the 
year ended 30th June, 1943, by more than 20 per cent., special provisions 
relating to cancellation should be applied. The Committee recommended 
that in such cases taxpayers should be allowed a rebate of 75 per cent. of 
the tax assessed on the income of the year ended 30th June, 1943, with the 
addition of 20 per cent. in lieu of the rebate of 75 per cent. of the tax on the 
income of the year ended 30th June, 1944, subject to a minimum rebate of 
75 per cent. of the tax on a £500 personal exertion income. 

On a literal reading of the Committee’s recommendations it is considered 
that the following is the correct solution: 

An individual taxpayer’s income consists wholly of income from personal 
exertion. There are no concessional rebates. His taxable income of the 
year ended 30th June, 1943, was £1,500, and his taxable income of the year 
ended 30th June, 1944, was £3,000. Therefore, the income of the year 
ended 30th June, 1944, exceeds £500 and exceeds the income of the year 
ended 30th June, 1943, by more than 20 per cent. 

Tax payable on taxable income of £3,000 derived 
during the year ended 30th June, 1944 .. .. .. £1,747 2 0 
Less Rebate 
Taxable Income derived during 
the year ended 30th June, 1943 £1,500 0 O 


Tax Paid thereon at 1943 rates .. .. £618 19 O 
759% of £618/19/- .. .. .. «2 «2 oe = LAA 4 3 
Pp RE Seen Se 92 16 10 


557 1 0 





Net Tax Payable in respect of Income derived during 
the year ended 30th June, 1944... .. .. .. .. £1,190 1 0 
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Payable as follows: - 
During the year ended 30th June 
1945—One third ...... £396 13 8 the 
1946—One third... .... 39613 8 
1947—One third.. .... 39613 8 
£1,190 1 O 
With respect, it is felt that the above is not the ideal solution and, possibly, 
was not what the Committee had in mind. 
It is considered that the recommendation should produce the following 
y solution : 
Tax payable on taxable income of £3,000 derived 
during the year ended 30th June, 1944... .. .. £1,747 2 0 
Less Rebate 
Taxable Income derived during 
the year ended 30th June, 1943 £1,500 0 O 
EN 04. 44-04 ae -oi ek S06 Corks 300 O 0 
£1,800 0 O 
Tax at rates applicable to 1944 in- no 
come (assumed to be same as cu 
1943 rates) on £1,800 .. .. .. £810 2 O ye 
h 
Rebate—/5% of £810/2/- .. 2. 20 cc oe 00 ce oe 607 12 0 ' 
eee or 
Net Tax Payable in respect of Income derived during 
the year ended 30th June, 1944 .. .. .. .. .. £1,139 10 O of 
of 
Payable as follows: 
During the year ended 30th June w 
1945—One third... .. .. £379 16 8 
1946—One third... .... 37916 8 
1947—One third... .... 37916 8 
£1,139 10 0 
it 
The problem has been cleared up in the Bill introduced to give effect to Oo 
the Committee’s recommendations. New section 160AH provides as follows: 
“160AH.—(1) A taxpayer shall be entitled, in his assessment of the o 
income tax levied in pursuance of the last preceding section, to a rebate of tax y 
ascertained in accordance with this Division. o 
“(2) Where the amount of the taxable income upon which tax is levied 
in pursuance of the last preceding section— 
(a) does not exceed Five hundred pounds; or 





(b) exceeds Five hundred pounds but does not exceed by more than 
twenty per centum the taxable income derived by the taxpayer 
during the year next preceding the year of income, 

the rebate shall be an amount equal to seventy-five per centum of the current 
year’s tax. 
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“(3) In any case to which the last preceding sub-section does not apply 
the rebate shall, subject to this Division, be an amount equal to— 


(a) seventy-five per centum of the amount which would have been the 
current year’s tax if the taxable income derived by the taxpayer 
during the year of income had been reduced by an amount equal to 
the excess of that taxable income over the sum of the taxable income 
of the year next preceding the year of income and twenty per 
centum thereof, and the reduction had been made successively from 
taxable income from— 

(i) personal exertion ; 

(ii) interest to which section twenty of the Commonwealth Debt 
Conversion Act 1931 or sub-section (2) of section fifty-two B 
of the Commonwealth Inscribed Stock Act 1911-1943 applies ; 

(iii) interest to which section one hundred and sixty AB of this 
Act applies ; 

(iv) income from dividends ; and 

(v) other income from property; or 

(b) one hundred and twenty-five pounds, 
whichever is the greater.” 


Briefly stated, in those cases where the income of the transition year 
exceeds £500 and exceeds by more than one-fifth the taxable income of the 
preceding year, the rebate will be three-quarters of the tax calculated at the 
current rates on a taxable income equal to the taxable income of the preceding 
year increased by one-fifth of that taxable income. The minimum rebate will, 
however, be £125. 

The following is an extract from the Treasurer’s Explanatory Memorandum 
on the subject: 

“This section provides for the cancellation of part of the tax on the income 
of the transition year. The cancellation is effected by means of the allowance 
of a rebate of tax in the assessment of the taxpayer. 

“The rebate provided by sub-section (2) will be allowed in those cases 
where the taxable income of the transition year— 





(a) is £500 or less; or 

(b) exceeds £500 but does not exceed by more than one-fifth the 
taxable income of the preceding year, i.e., the year ended 30th June, 
1943, or the accounting period, if any, substituted for that year. 


“The rebate in these cases is three-quarters of the tax assessed on the 
income of the transition year. This rebate will be allowed in the assessments 
of approximately 98 per cent. of individual taxpayers. 

“Sub-section (3) applies to cases that do not come within the provisions 
of sub-section (2), i.e., to cases where the taxable income of the transition 
year exceeds £500 and exceeds by more than one-fifth the taxable income 
of the preceding year. 

“In these cases the rebate will be the greater of the two following amounts— 


(a) three-quarters of the tax calculated at current rates on a taxable 
income equal to the taxable income of the preceding year increased 
by one-fifth of that taxable income; or 

(b) £125. 


“Tt is estimated that the rebate under sub-section (3) will be limited in its 
application to not more than 2 per cent. of individual taxpayers. 

“In calculating the rebate, the taxable income actually derived by the 
taxpayer will be reduced to an amount equal to the taxable income of the 
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preceding year and one-fifth of that taxable income. The reduction will be 
effected in the order described in sub-section 3(a). 

“The amount of the reduction will be subtracted firstly from income from 
personal exertion, as, in most cases, the difference between the taxable income 
of the transition year and the taxable income of the preceding year will be 
due to a variation in this class of income. 

“In the remaining cases, it will be necessary to subtract the whole or part 
of the reduction from income from property and this reduction will be made 
successively from any Commonwealth Loan Interest that is taxed at the 1930 
rates; from other Government and semi-Government Loan Interest on which 
a rebate of tax of 2/- in the £1 is allowed; from dividends and from other 
income from property. 

“The method of reduction will avoid the complications of apportionment 
between the classes and sources of income, and, so far as income from property 
is concerned, will provide to taxpayers generally a slightly greater rebate of 
tax than would be allowed if an apportionment were made. 

“The alternative amount of rebate of £125 is approximately 75 per cent. 
of £167/18/-—the tax that is payable on a taxable income of £500 from 
property—before the deduction of any rebate of tax. The amount of £167/18/- 
is, in general, the highest amount of tax which is payable on an income of 
£500, i.e., the lowest income before sub-section (3) may become applicable. 

“The following is an example of the application of sub-section (3)— 


Taxable income of year ended 30th June, 1943, from 





personal exertion .. . £800 
Taxable Income of year ‘ended 30th June, 1944, from 
personal exertion .. . ‘ .. £1,200 
Gross Tax Payable—#1 200 at 90: 5167d. — £452 12 0 
Rebate, 75% of — - rebate ‘calculation 
widths belies) . ‘* 0s ec ec es oe me BT -O 
See ED bo 56 0k ds ee! we od ease eee eae © 
Rebate Calculation— 
Taxable Income .. .. .. .. .. £1,200 
1944 Income .. — _ £1,200 


1943 Income .. £800 a 
20% of 1943 
Income .. .. 160 
— 960 
— 240 





Tax for purposes of Rebate .. £960 at 84:2875d. = £337/3/-. 


New section 160AJ(1) provides in effect that where the Commissioner is 
satisfied that, in any case to which section 160AH would apply, the taxable 
income of 1943 was less than the sum which might be expected normally to 
be derived in a year by the taxpayer, the Commissioner shall determine what 
would be the normal year’s income, and the rebate will be calculated with 
reference to the amount so determined. 

New section 160AJ(2) provides that for the purpose of section 160AJ (1) 
the Commissioner may, in addition to considering any other facts which he 
considers to be relevant, regard assessable income of a recurring nature 
derived by the taxpayer during the year ended 30th June, 1944, from a source 
from which assessable income was not derived by him during the year ended 
30th June, 1943, either wholly or in part as assessable income which might 
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be expected normally to be derived in a year by the taxpayer. For example, 
as the Treasurer pointed out, a taxpayer may, in 1944, have derived assessable 
income for the first time, or he may have acquired additional income-producing 
assets in that year. The Commissioner is empowered to regard such income 
as normal income of a year in making his determination under section 160AJ. 

A dissatisfied taxpayer may have the Commissioner’s determination referred 
to the Board of Referees, section 160AK. 

The maximum amount of rebate in all cases is 75 per cent. of the tax on 
the 1944 income, section 160AL. 





EXEMPTION OF Pay AND ALLOWANCES OF MEMBERS OF 
DEFENCE Forces 


The Commonwealth Treasurer has informed the Taxpayers’ Association 
of New South Wales of further proposed income tax concessions to members 
of the Defence Forces. 

So far as members of the Forces are concerned, it has been decided by 
Cabinet to approach Parliament for approval to amend the Income Tax 
Assessment Act as follows: 


(a) To reduce the qualifying period of six months in section 32 (s) (ii) to 
a continuous period of three months. Exemption by service for 
periods aggregating six months will continue. 

(b) To extend the tax exemptions which apply in respect of service 
overseas to any member of the R.A.A.F. who is posted or attached, 
and serves for a period of not less than three months continuously, as 
a member of the air crew of a squadron whose role is operational, 
involving flights outside Australia. 

(c) To allow the exemption provided by section 23 (s) (ii) and (iii) to 
a member of the Forces who serves overseas or in a sea-going ship 
but who is killed before having completed the necessary qualifying 
period. 

(d) To remit any income tax owing in respect of service pay and 
allowances to a member of the Forces at the time of his death, i.e., 
the income tax less the amount of any instalment deduction made up 
to the date of death. 

The amendments proposed under (a), (b) and (c) above will commence 
to apply for the assessment year 1942-1943, i.e., in respect of income derived 
during the twelve months ended June 30, 1942. The amendment under (d) 
will apply irrespective of the financial year for which tax is payable at the 
time when the member of the Forces dies. 

It is proposed also that representatives of the Red Cross and of kindred 
organisations serving overseas should be granted a concession on the same 
basis as that allowed under section 81 to the Mercantile Marine. These 
organisations are comprised of the Australian Red Cross Society, the Aus- 
tralian Comforts Fund, the Salvation Army, and the Y.M.C.A. A similar 
concession will be allowed to A.B.C. Broadcasting Units and officially 
accredited war correspondents and photographers attached to the Forces 
outside Australia. The concession will be allowed in assessments for the 
financial year 1942-1943, i.e., in respect of income derived during the year 
ended June 30, 1942, 
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Contributions to Provident Funds 
By J. A. L. Gunn 


Provision is made in the Income Tax Assessment Bill now before the 
House of Representatives for the repeal of s. 66 and for the insertion of a 
new section in its stead. That section relates to compulsory contributions. 
Correspondingly, s. 78 (1) (b), which provides for voluntary contributions, 
is to be replaced by a new section, s. 79. 

As pointed out by the Commonwealth Treasurer, the object of s. 66 and 
s. 78 (1) (b) was to encourage the establishment and maintenance of provi- 
dent funds for the benefit of the general body of the employees of the 
taxpayer, in the case of s. 66, and for the benefit of employees in any business 
or class of business, or their dependants, in the case of s. 78 (1) (b). 

The Treasurer went on to say: “Recently, however, there has been a 
growing tendency on the part of companies to establish funds for the benefit 
of a limited number of senior executive officers for whom inordinately large 
benefits are provided to the exclusion of the general body of employees. In 
one case recently, a public company has paid into a fund sums of £20,000 
for the benefit of its managing director, £10,000 for its general manager and 
sums ranging from £4,000 to £1,000 each for several departmental managers.” 

Accordingly, new ss. 66 and 79 limit the deduction permitted by those 
sections to the sum of £100 in respect of each employee or 5 per cent. of 
the employee’s annual remuneration, whichever deduction is the greater. 

The Treasurer stated that this limitation will not adversely affect those 
contributions to funds which s. 66 and s. 78 (1) (b) were designed to allow. 
Where, however, this limitation would have the effect of disallowing a part 
of any contribution to a fund, the Commissioner is authorised to increase the 
deduction if, in his opinion, the special circumstances of the case warrant a 
higher allowance. This provision is dealt with later. 

In order to give effect to the proposal to limit the deduction as above, the 
Commissioner is authorised to determine, in respect of any contribution to 
a fund, the number of employees for whom, at the date of the contribution, 
benefits are provided, s. 66 (2) (a). 

Paragraphs (b) and (c) of s. 66 (2) repeat in substance provisions of 
the repealed s. 66. These provisions prohibit the deduction of contributions 
to provident funds for the benefit of employees who are not engaged in the 
production of assessable income arfd, in the case of private companies, for 
the provision of benefits for shareholder-employees or shareholder-directors 
if, in the opinion of the Commissioner, those benefits are provided for the 
employees or directors as shareholders of the company. 

Under s. 66 (2) (d) the Commissioner is required to determine the amount 
included in the sum so set apart or paid which is attributable to the provision 
of benefits for each employee included in the number determined under 
s. 66 (2) (a) who is not an employee or one of a number of employees in 
relation to whom a part has been determined under s. 66 (2) (b) or (c), 
see above. 

As officially stated, the procedure to be adopted under s. 66 (3) will be 
to exclude from the contribution to the fund: 

(a) the part of the contribution attributable to the provision of benefits 
for employees who are not engaged in the production of the taxpayer’s 
assessable income; and 

(b) in the case of a private company, the part of the contribution attribut- 
able to the provision of benefits for shareholder-employees or shareholder- 
directors—where the benefits are receivable qua shareholder. 
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The contribution to the fund, or the balance remaining after excluding 
the amounts described in (a) and (b) above, will be allocated on the deter- 
mination of the Commissioner amongst the employees benefiting from the 
contribution. The excess of the allocation in respect of each employee over 
£100 (or, if greater than £100, 5 per cent. of the employee’s remuneration in 
respect of the year ended 30th June next preceding the date on which the 
contribution was made) will also be excluded and the balance of the contri- 
bution will be allowed as a deduction. 


Example 

A private company is under a legal obligation to pay to a staff super- 
annuation fund a sum equal to 74 per cent. of the remuneration paid by the 
company to members of that fund. 





Remuneration Allocated by Allowable Not allowable 
Employee of employee company, 74% Deduction Deduction 
A £2,500 £187 10 O Nil £187 10 O 


The Commissioner formed the opinion under s. 66 (2) (c) that the above- 
mentioned sum of £187/10/- was provided for A as a shareholder. 

B £2,200 £165 O O £110 0 O £55 0 0 

As 5 per cent. of £2,200, viz., £110, exceeds £100 a deduction is allowed 
of £110. 

C £1,600 £120 0 0 £100 0 0 £20 0 0 


As the contribution in respect of C exceeded £100, a deduction is allowed 

of 5 per cent. of the remuneration or £100, whichever is the greater. 

D £1,000 £75 0 0 £75 0 0 Nil 

As the contribution in respect of D was less than £100, the full amount 

of that contribution, viz., £75, is deductible. 
Corresponding provisions have been included in new s. 79. 
Example 

Taxpayer company on 29th June, 1944, set apart a voluntary contribution 
‘to its staff provident fund of £1,000. Directors are excluded from benefits. 
Benefits under the fund are determined under a system of unit allocations 
based on earnings. 

(a) Number of employees for whom the fund, at the date on which the 
sum of £1,000 was set apart, provided future retiring allowances was 
ten (s. 79 (2) (a)). 

(b) Amount included in the sum of £1,000 which is attributable to the 
provision of retiring allowances for each of the ten employees as 
determined under paragraph (a) is shown in the fourth column of 
the following schedule (s. 79 (2) (d)). 


Salary year No. of units 


ended allocated on Distribution Allowable Not allowable 

Employee 30/6/1943 30/6/1944 of £1,000 deduction deduction 

A £2,500 25-00 £258 16 6 #125 0 0 £133 16 6 

B 2,112 21-12 218 13 1 105 12 0 113 1 1 

> 1,430 14-30 148 1 0 100 0 0 48 1 0 

D 940 9-40 97 6 4 97 6 4 a 

E 825 8-25 8 8 3 85 8 3 

F 600 6-00 62 2 5 62 2 5 

G 428 4-28 44 6 3 44 6 3 

H 312 3-12 32 6 0 32 6 O 

J 256 2-56 2610 1 2610 1 

K 256 2-56 2610 1 2610 1 








£294 18 7 


59 £1,000 0 0 £705 1 5 
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New sections 66 and 79 are designed to meet the case where the benefits 
ultimately payable cannot be presently determined. For example, under a 
scheme of unit allocations, the retiring allowance actually payable is calculated 
with reference to (a) the total number of units to the credit of all members 
at the time of the employee’s retirement, (b) the number of units credited 
to the employee at the date of his retirement, and (c) the actual value of the 
superannuation fund at that date. For example, the total extant number of 
units at the date of the employee’s retirement are 20,800; the number of 
units credited to the employee are 964-83; the fund was valued at £17,228. 
The retiring employee is entitled to be paid £799/2/9. 

964-83 ™ 
20,800 of £17,228 = £799/2/9. 

The allowance to the company is, however, determined as illustrated in 

the preceding example, being based on— 
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Number of units allocated 

to member during year - Contribution 
Total allocation of units during year 
during year 





The following is a further example: 

A voluntary fund for the benefit of employees on active service provides 
for an equal distribution among the members on a fixed date after the end 
of the war, subject to certain variations in specified contingencies. The 
Commissioner is required to determine the number of employees for whom, 
or for the dependants of whom, the fund, at the date the contribution was 
made, provided present or future personal benefits. The number of members 
actually in existence when the contribution was made was 38. The amount 
of such contribution was £2,000. Under s. 79 (2) (d) the amount included 
in the £2,000 which is attributable to the provision of benefits for each of 
the 38 employees as determined is £2,000 ~— 38 = £52/12/8. As this sum 
is less than £100, the whole of the contribution of £2,000 is deductible. The 
calculation is required to be made in the above manner notwithstanding that 
the £2,000 may be ultimately shared quite differently, e.g., by the inclusion 
as members of additional employees who commenced to be engaged on active 
service after the above-mentioned contribution was made. The above example 
illustrates the necessity for determining the number of members at the date 
of each contribution. 

The Treasurer pointed out that by s. 66 (4) (and its counterpart, 
s. 79 (4)) the Government recognises that there will be cases where the 
limitation of the allowable deduction may be inequitable. “For example, an 
employer may contribute to a fund a sum of £500 in respect of an employee 
who has rendered service to him over a period of ten years and in respect of 
whom a contribution to a provident fund has not previously been made by 
the employer. In such a case, and in any other comparable case, the Com- 
missioner is empowered to exercise a discretion to allow a higher deduction 
than that allowed by sub-section (3).” 

A comparable case is to be found in the unit scheme. 


Example 

An employer establishes a superannuation fund to which voluntary con- 
tributions are made. Employees are entitled to become members of the 
fund after attaining ten years’ service. They are allotted 20 units on 
entrance to the fund; thereafter they are allotted units on the basis of annual 
salary = 100. 
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On 30th June, 1944, the sum of £2,000 was contributed by the employer to 
the fund. Allotment of units made on 30th June, 1944, is shown in the 
third column of the following table. It is considered that the contribution 
of £2,000 should be apportioned among the members as set out in the fourth 
column of the table. 










































Salary year ended Unit Apportionment of 
Employee June 30, 1944 = allotments contribution 


— —— we ee i 


A 

Allotment on 
entrance to fund 
on 31/12/1943 
with 10 years’ 


service 20 
Salary 6 months 
ended 30/6/1944 £686 6-86 
26-86 £134 6 0 
B 2,000 20-00 100 0 0 
#4 1,000 10-00 50 0 0 
614 6-14 wD 14 0 
100 other employees 
each £337 33,700 337-00 1,685 0 0 (£16/17/- per 
employee) 
400-00 £2,000 0 0 





Only in the case of employee A does the apportionment among the members 
of the £2,000 result in a sum which exceeds £100. In that case, the con- 
tribution is based on 104 years’ service, and s. 79 (4) should be applied so 
as to allow the full sum of £134/6/-, in which case the whole of the £2,000 
is an allowable deduction. ‘ 

New ss. 66 and 79 will apply to contributions made to provident funds 
after 30th June, 1943, 

New s. 66 (5) and s. 79 (5) provide that where any part of a sum set 
apart or paid on or before 2nd March, 1944 (the date of introduction of the 
1944 Bill) is disallowed owing to the operation of the limitation to £100 (or 
5 per cent. of the employee’s annual remuneration), the taxpayer is entitled 
to recover out of the assets of the fund at 2nd March, 1944, the amount by 
which his or its Commonwealth income tax, and any war-time (company) 
tax, has been increased by the disallowance. If the value of the assets of the 
fund on 2nd March, 1944, is less than the amount which the taxpayer is 
entitled to recover under s. 66 (5) or s. 79 (5), the amount of the deficiency 
shall be an allowable deduction (ss. 66 (6) and 79 (6)). 


Example 
A non-private company contributed £5,000 to its staff provident fund on 
30th June, 1945. The Commissioner disallowed £1,000 of this contribution 
under s. 79 (3) (a) and (c). The company’s taxable income after the 
disallowance of the £1,000, for year ended 30th June, 1945, amounted to 
£51,000. The company had made the election under s. 160C (5) of the 
Commonwealth Act; undistributed profits tax paid during the year, £900. 
Capital employed, say, £300,000. 
(1) Taxes payable, if full amount of contribution, £5,000, had been allowed 
by Commissioner. 
(i) Commonwealth ordinary Income Tax— 
SE ON 46. co 00. be ce 00 oe ce ce ee os |=6ERED 


(ii) Commonwealth Super-Tax— 
£45,000 (£50,000 less £5,000) at 1/- in #.. .. .. 2,250 
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(iii) Commonwealth War-time ry? Tax— 
Capital employed .. Te Sere 
Taxable income .. . £50,000 
Less Commonwealth ordinary Income Tax 
ie payable .. 15,000 
: Taxable profit .. . £35,000 
“ Less a standard 5 per cent. of 
f £300,000 . 15,000 
y Excess of taxable eee 66 ian) cent. of 
capital employed . £20,000 
6% of capital employed—#£18,000 at a%... £3,780 
Remainder of excess £2 000 at 42% .. ; 840 
£4,620 
Less Super-tax paid .. .. .. 2,250 
Net War-time (Company) Tax .. 2,370 
(iv) Commonwealth Further Tax on 
Undistributed Income— 
Taxable income .. .. £50,000 
Less taxes payable— 
Commonwealth ordinary In- 
come Tax .. <.; £15,000 
Commonwealth Super- tax 2,250 
' Commonwealth War-time 
; (Company) Tax .. 2,370 
£19,620 
Tax paid— 
Commonwealth Further Tax 
on undistributed income .. 900 
— - 20,520 
Distributable income .. .. £29,480 
Less Dividends paid, say .. 20,000 
Undistributed amount . £9,480 
eo et eee 948 
Total taxes payable, assuming the Com- a 
missioner allowed the whole of the con- . 
tribution to the Superannuation Fund .. £20,568 7; 
(2) Taxes payable, assuming Commissioner disallows £1,000 of the contri- _. 
bution of £5,000. 
» (i) Commonwealth ordinary Income Tax— 
£51,000 at 6/-in£... £15,300 
(ii) Commonwealth Super-tax— = 
£46,000 (£51,000 less £5,000) at 1/- in Z .. 2,300 18 
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(iii) Commonwealth War-time (Company) Tax— 
Taxable income .. nee Bae 

Less Commonwealth ordinary Income Tax 
SEED <a ws oo se se oe oe 60 08 80 15,300 





Taxable profit .. .. ose Sa0s00 
Less percentage sanded 5% ‘of £300 000 . 15,000 





Excess of taxable ee 7 of deepen 
employed . ‘ . +» £20,700 








6% of capital employed—£18,000 at 21% ......™~ £3,780 
Remainder of excess £2,700 at 42% .. .. .. «2 ee 1,134 














£4,914 
Re RENE 6s on 66 44 40 08 48-00 00 we 2,300 
Net War-time (Company) Tax .. .. .. .. «s «- 2,614 
(iv) Commonwealth Further Tax on 
0 Undistributed Income— 
ll, re 
Less taxes payable— 
Commonwealth ordinary In- 
eomme Tax ... << <s .-. £15,300 
Commonwealth Super- “tax .. 2,300 
Commonwealth War-time 
(Company) Tax .. .. .. 2,614 
£20,214 
Tax paid— 
Commonwealth Further Tax 
on undistributed income .. 900 
—_ 21,114 
Distributable income .. .. .. .. .- .- £29,886 


Less dividends paid .. .. 2.2 «2 os os 20,000 





Undistributed amount .. .. .. 0. oc o¢ £9,886 

















at 2/- in £ oe oe we oe oe oe oe 988 
| Total taxes payable .. .. 2. 22 02 02 oo £21,202 
Summary 
Taxes payable if £4,000 of contribution allowed (that is, £1,000 
disallowed) . we £21,202 
Taxes payable if £5 000 (full contribution) allowed © ac ee 
Increase which may be recovered .. .. .. 22 22 os ee ee oo oe £634 





Section 66 (7) provides that where a taxpayer is, on 2nd March, 1944, 
under a legal obligation to set apart or pay any sum to a provident fund, he 
is released from the obligation to the extent to which the contribution would 
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have been allowed as a deduction under the repealed section but is disallowed 
under the new section. There is, of course, no counterpart to s. 66 (7) in 
new s. 79, as the latter section relates to voluntary contributions. 

Section 66 (8) and s. 79 (7) expressly provide that any sum or part of a 
sum which is disallowed shall not be an allowable deduction under any other 
provision of the Act, e.g., s. 51 (1). It is thought that the words “Subject 
to s. 79” should appear at the beginning of s. 66 (8). It may happen that 
a deduction will be denied under s. 66 of part of a compulsory payment 
because that part is attributable to the provision of benefits for employees 
who are not engaged in producing assessable income of the taxpayer. For 
example, provision may be made for contributions for the benefit of resident 
employees of a subsidiary of the contributing company. Whilst such con- 
tributions are not deductible under s. 66, they are allowable deductions under 
s. 79 because the employees of the subsidiary company are engaged in “a 
business” not necessarily that of the contributing company. 

Sections 66 (9) and 79 (8) repeat substantially the provisions of repealed 
ss. 66 (3) and 78 (3), ie., where a taxpayer, who has been allowed a 
deduction of any sum under the above provisions, receives from the fund any 
payment (other than an amount recovered under s. 66 (5) or s. 79 (5)) or 
other benefit which has a money value, the taxpayer’s assessable income 
shall include the payment or the money value of the benefit, e.g., a portion 
of the proceeds of a life insurance policy. 

As officially stated, provident funds frequently provide benefits for 
directors and employees. Sections 66 (10) and 79 (9) settle the vexed 
question of the status of a director, by expressly providing that for the 
purposes of ss. 66 and 79 a director of a company shall be deemed to be an 
employee of the company. This provision applies to both private and non- 
private companies. 

Certain comments on the new provisions have been received from readers 
and these are dealt with below. 

The new sections apply to contributions made after 30th June, 1943. It 
is suggested that provision should be made for the new sections to operate 
after the close of income year ended 30th June, 1943, or after the close of 
any accounting period substituted for that year of income. It is not 
uncommon for contributions to be made on the last day of the financial period, 
particularly where a unit scheme is in operation, as that course facilitates the 
allocation of units based on the remuneration paid during the year. If a 
substituted accounting period ends after 30th June, 1943, this class of tax- 
payer is placed in an unfair position as compared with taxpayers whose 
accounting period ends on 30th June, 1943, or at an earlier date. 

Sections 66 (2) (c) and 79 (2) (c) provide that the Commissioner shall 
determine, in the case of a private company, the part of any sum set apart 
or paid which is attributable to the provision of benefits, etc., for any person 
who is both a shareholder and an employee (which term includes a director) 
of the company if, in the opinion of the Commissioner, the benefits, etc., are 
provided for that person—as a shareholder. 

Sections 66 (3) (b) apd 79 (3) (b) provide in effect for the disallowance 
of any amount determined by the Commissioner under ss. 66 (2) (c) and 
79 (2) (c). 

The new provisions meet the case where the whole of any sum provided 
for a shareholder-employee should be disallowed. In most cases, however, 
the employee is a working director who devotes the whole of his working 
time to the business of the company. The company may be allowed a 
deduction in respect of the whole of his remuneration ; in other cases a portion 
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of the director’s remuneration is disallowed under s. 109. Where a deed 
provides for the payment of a sum equivalent to, say, 5 per cent. of the 
salaries paid to members of the fund, including the above-mentioned working 
director, justice requires that a deduction be allowed to the extent of 5 per 
cent. of that part of the working director’s remuneration which has not been 
disallowed to the company under s. 109. The balance of the contribution 
should be disallowed. 

In any event, the new provisions do not appear to meet the case where 
only portion of a payment for the benefit of an employee-shareholder should 
be disallowed. In fact, it would appear that unless the Commissioner is in 
a position to determine that’ the whole of such a contribution should be 
disallowed the provisions are inoperative and no portion of the contribution 
can be disallowed. 

The Bill contains a defect which could operate seriously against the 
Revenue. It provides for a maximum allowance per employee in respect 
of any contribution to a provident fund. An annual contribution was 
undoubtedly contemplated by the draftsman, but it would be possible, under 
the proposed new provisions as they stand at present, for a number of 
contributions to be made each year by the employer to the fund and the 
maximum benefit could be provided for an employee in each of those con- 
tributions. Thus benefits could be provided each year for an employee 
greatly in excess of the contemplated annual maximum of £100 or 5 per 
cent. of the employee’s yearly remuneration. The Bill should be amended 
to provide that the maximum should apply to the sum of all contributions 
made in any year for the benefit of any employee, whether made by one or 
more employers. 





Gifts to Charitable Funds 
By O. E. BERGER, A.1.C.A. 


Under the Income Tax Assessment Act deductions are allowed to com- 
panies and rebates to other taxpayers in respect of gifts to certain funds, 
authorities or institutions which are defined in general terms. An official 
list of the specific funds, etc., in respect of which the concession is allowed 
would be of great help to accountants in compiling income tax returns and 
checking assessments. The Institute of Registered Tax Agents advises that 
such a list was recently the subject of a request made to the Commissioner 
of Taxation by the Employers’ Federation of N.S.W. In his reply the 
Commissioner explained that staff shortages do not permit the compilation 
of a list at present, but he drew attention to the table of public hospitals and 
public benevolent institutions which may obtain goods free of sales tax 
appearing in the official publication “Sales Tax Exemptons and Classi- 
fications, 1941” (pp. 168 et seg.) and stated that this table would also hold 
good for gifts under sub-paragraphs (i) and (ii) of ss. 78 (1) (a) and 
160 (2) (g) of the Income Tax Assessment Act. 

The names of the exempt authorities, etc., which number some hundreds, 
are classified State by State into three groups comprising (a) public hospitals, 
(b) public benevolent institutions and (c) public organisations established 
and maintained for the relief of unemployed persons, but none of the last 
group appears under Queensland or Tasmania. Some, such as the N.S.W. 
Society for Crippled Children appear both as public hospitals and public 
benevolent institutions. 
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Hereunder are a few examples chosen from the official list: 















con 
Public Hospitals Public Benevolent Institutions inc 
N.S.W.— N.S.W.— me 
Bodington and Malahide Red Cross A.LF. Wives’ and Children’s Holiday Y. 
Hospitals. Association. no\ 
Dalwood Health Home. Adult Deaf and Dumb Society. A] 
Eastern and Western Suburbs Hos- Aerial Medical Services. for 
pitals. After-Care Association. " 
Home of Peace for the Dying. Anti-Tuberculosis Association. anc 
Lewisham Hospital. Australian Red Cross Society. : 
Mater Misericordiae Hospital, Sydney “Boys’ Town.” wit 
(Public Section only). Burnside Homes. 
St. Vincent’s Hospital, Sydney (Public Catholic Women’s’ Association (Charity a9 
Section only). Branch). Ste 
N.S.W. Community Hospital—Langton City Night Refuge and Soup Kitchen Co 
Clinic, Discharged Prisoners’ Mission. wh 
N.S.W. Home for Incurables, Dr. Barnardo’s Homes. 
Picton Lakes Village. Fairbridge Farm School. 
Prince Henry Hospital. Food for Babies Fund and Good bu 
Randwick Military Hospital. Samaritan Association. fu 
Queen Victoria Homes Fresh Air League. for 
Rachael Forster Hospital. Furlough House. 
Renwick Hospital. Jewish Girls Guild. to 
Royal Alexandra Hospital. N.S.W. Association of Deaf and Dumb up 
Royal Hospital for Women. Citizens. 
Royal North Shore Hospital. N.S.W. Bush Nursing Association. 
Royal Prince Alfred Hospital. N.S.W. Institution for the Deaf and 
Royal Society for the Welfare of Dumb and Blind. 
Mothers and Babies. Pyrmont Food and Relief Fund. 
Royal South Sydney Hospital. Relief Fund of Sydney City Mission. 
“Scarba” Welfare House for Children. Royal Life Saving Society. 
South Sydney Women’s Hospital. Smith Family Joyspreaders. 
St. Margaret’s Hospital for Women. St. John Ambulance Brigade. 
Sydney Hospital. Surf Life Saving Association. 
Sydney District Nursing Association. Sydney Legacy Club—Welfare Asso- N. 
Sydney Homoeopathic Hospital. ciation. , 
Thomas Walker Convalescent Hospital. 
United Dental Hospital. m 
Victoria— Victoria— Be 
Alexandra Cottage Hospital. Adult Deaf and Dumb Society. ar 
Alfred Hospital. Central Methodist Relief Fund. m 
Children’s Hospital. Deaf and Dumb Institution. to 
Queen’s Infectious Diseases Hospital. Elizabeth Fry Retreat. 
Prince Henry’s Hospital. Montefiore Home. pi 
Victorian Eye and Ear Hospital. Old Colonists’ Homes. pl 
Victorian Training School and Mother- T.B. Clinic. th 
craft Home. ; War Veterans’ Home Trust. 
Women’s Hospital. N 
Also Also ; 
Generally— Generally— tc 
District hospitals in many centres. Many district benevolent societies, boys’ be 
and girls’ homes and orphanages. ad 
Sub-paragraphs (iii) of ss. 78 (1) (a) and 160 (2) (g) have been the se 
cause of great difficulty insofar as they relate to “persons in necessitous 
circumstances.” Item 81 (1) of the Sales Tax Exemptions refers to N 
organisations “for the relief of unemployed persons.” No doubt these would 
comply with sub-paragraph (iii) also. The names listed are only six in S 
all—Hammond’s Social Services and Homes for Unemployed Trust in is 
: N.S.W.; Unemployed Men’s and Boys’ Hostel in Victoria; Kuitpo Colony, 0 
Inc., and Hindmarsh Unemployed Workers’ Association in S.A.; and li 
Metropolitan Unemployment Relief Fund Committees in W.A. s 


The Sales Tax Department’s book also gives the names of certain bodies 
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which have been held not to fall within the scope of the exemptions, so that 
conversely it might be expected that gifts to these would be disallowed for 
income tax purposes. Among the names given are the Big Brother Move- 
ment, Police-Citizens Boys’ Club, N.S.W., “Boys on Farms,” and the 
Y.W.C.A. The Kindergarten Union of N.S.W. and the Boys’ Brigade are 
now exempt following recent decisions (vide 9 C.T.B.R. Cas. 35 and 2 
A.LT.R. 365 respectively) also certain aged people’s homes which were 
formerly excluded because a small charge was made to the inmates. (Lewin 
and Others v. F.C.T., 7 A.T.D., 138). 

The remaining sub-paragraphs of ss. 78 (1) (a) and 160 (2) (g) dealing 
with gifts to public research authorities, universities and affiliated institutions, 
public war memorials, funds-for the forces, and to the Commonwealth and 
States for defence purposes are not, as a rule, difficult of application. The 
Commissioner has stated, however, that any Income Tax Office will advise 
whether a gift to a particular fund is subject to the concession. 

It should not be overlooked that taxpayers engaged in certain types of 
business can substantiate claims for deductions under s. 51 (1) of gifts to 
funds which would not fall within the concessional sections. A brewery, 
for example, was allowed a deduction by the Board of Review of donations 
to various associations, clubs and societies where the donations were “looked 
upon more or less as advertising.” (8 C.T.B.R. Cas. 34.) 





War-time Responsibilities of Business Executives 


By C. L. S. Hewitt, B.coM., A.1.C.A., A.C.A.A. 


National Security (Tea Control) Regulations 


An amendment to these regulations provides for the determination of a 
minimum price for the sale of tea. The regulation empowers the Tea Control 
3oard, subject to the concurrence of the Commonwealth Prices Commissioner 
and with the approval of the Minister for Trade and Customs, to fix such a 
minimum price by order. The regulation prohibits any person from offering 
to sell or selling tea at a price lower than the minimum -price and also 
prohibits conditional sales of tea. The sale of other goods at a concessional 
price because tea has been purchased is also forbidden, and in any purchase 
the price of tea must be stated separately. 


National Security (Reinstatement in Civil Employment) Regulations 

A new regulation added to these regulations states that war service is not 
to be deemed to break the continuity of employment of a person who has 
been reinstated in accordance with the regulations. This provision regarding 
continuity of employment applies in respect of annual leave, sick leave, long 
service leave and superannuation or pension benefits. 


National Security (Standards of Lighting) Regulations 

On January 20th, 1944, these regulations were issued repealing the National 
Security (Industrial Lighting) Regulations. The object of the regulations 
is to promote efficiency in certain industries directly connected with the defence 
of the Commonwealth by making provision for minimum standards of artificial 
lighting in premises used in these industries. The schedule to the regulation 
sets out the minimum lighting standards referred to in the regulations. 
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National Security (Prices) Regulations 

An amendment to these regulations empowers the Commonwealth Prices 
Commissioner by order to require the inclusion in any printed or radio 
advertisement concerning declared goods of such particulars as he may 
specify. Subsequent action was taken by an order published in the Gazette 
to require advertisers of used motor vehicles for sale to include their name and 
address, a description of the vehicle, the price at which it is to be sold and 
the maximum price fixed for the vehicle under the provisions of the 
regulations. 


National Security (General) Regulations 

An order issued under these regulations provides for the control over the 
manufacture of all canvas ware. The production of these goods is prohibited 
unless a certificate of registration is first obtained from the Controller 
appointed under the provisions of the order. The Controller is empowered 
to give directions to distributors and to issue certificates to manufacture 
subject to such terms and conditions as he may specify. 


National Security (Rationing) Regulations 

In pursuance of the powers contained in these regulations, the Rationing 
Commission has issued an order controlling the carrying on of any business 
which includes the supply of coupon goods. The entry of new traders into 
this type of business is prohibited except by authority of the Rationing 
Commission, which may be subject to such conditions as it imposes. A trader 
carrying on any business which includes the supply of coupon goods is also 
prohibited from ceasing to carry on or to close down the business so far as 
it relates to the supply of coupon goods unless he has first given twenty-eight 
days’ notice in writing to the Commission of his intention so to do and 
complies with any directions given by the Commission under the regulations 
in relation to the business. Provision is made for the sale or transfer of the 
business in the ordinary course and, where this is done, for the delivery to 
the Rationing Commission of coupons held and such other returns as the 
Commission may require. ; 
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